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1. Why do corporations issue stocks?  Why do investors buy that stock?
          The purpose of issuing stock is to obtain funds from both public and financial institutions. The companies require funds for several reasons. For example, they may use for further expansion into new markets or regions, paying off debt, launching the new product, acquisition of other firms, spending on large capital purchase such as building, land, facilities. Moreover, they may require some money to meet large customer’s orders. Besides, the companies can issue stocks to be a part of an employee bonus scheme. So, companies need money to run and grow the business. Even though debt financing is a good way to gain funds, there are many drawbacks which prevent companies from borrowing. For example, the company must pay back the loans and the interest on the promised date. If companies have too much debt, their business may be considered as risky and unsecured investment. In other words, the greatest benefit of issuing stocks or equity financing is that the companies do not have an obligation to pay back the money or interest payment. So, they can issue, sell, or spend the money without worrying the loan due dates. Also, company needs to give up some control since stockholders can share an ownership with a particular company. That is to say, the investors participate in the company’s growth. So, they have ability to vote and influence the company.
             The investors purchase stocks for variety of reasons. For example, they may look for capital appreciation, which occurs when an unlimited rise in stock price. Some may want to receive the dividend payments, when the company distributes some of its earnings to stockholders. Also, stock can be an alternative for investors to diversify their portfolio when the investors want to increase their profit. As the company is not required to pay back the money or interest payment, stock is considered as the high risk investment. So, it gives investors high return to compensate that risk. In addition, most stocks are liquid. This provides investors ability to buy or sell it at a fair price at anytime they want. Furthermore, investor can also have short term gain from the stock split. Before the stock split, stock price was very expensive. After the split, the stock price is much lower. So, there are more affordable buyers which increase in the trade volume and the price as well.

2)      How do interest rates in the economy affect the price of a corporate bond? (10 points)
        Investors usually compare the returns on their current investments to what they could earn from other investment in the market. So, when the interest rates in the economy change, a bond's coupon rate which is fixed becomes more or less attractive to investors. If interest rates rise, the yields bonds provide at a given price become less attractive. As a result, demand for the bonds drops, creating a decline in prices. Bond prices tend to decrease until the yield rises to the new interest rate levels. If the interest rates go down, there will be an increase in investor demand for the superior yields of corporate bonds which drives bond prices up until its yield fall to the new interest rate levels.

3)     How important is the investment objective as stated in the fund’s prospectus? (Extra Credit 5 points)
          Investment objectives are the fund's financial goals, which are indicated in the types of securities that have been chosen to achieve those goals. Types of investment objectives include long-term capital growth, stable income, high total return, preservation of income, etc. This part of fund’s prospectus provides information that is crucial for making a decision whether investor should invest in a particular mutual fund or not. It is important to determine whether the fund's goals match one’s own investment objectives. So, investor must clearly determine why he or she wants to invest and what one wish to accomplish for. For example, a retired person who lives by oneself may invest in a fund that provides additional income with little risk of loss while parents who want to accumulate funds for child’s education may invest in the long-term capital growth. So, choosing the types of securities should depend on such factors as one’s stage of life, marital status, or family situation. Therefore, investment objective can help investor choose the fund that is most appropriate for providing the return that he or she desires.






